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Fertiliser sector reforms are full of contradictions

UTTAM GUPTA

N his Budget speech. the finance minister
announced the government’s  decision to
replice the unit-wise retention pricing scheme
(RPS) by o group-bused ures concession scheme,
He ulso stated thit concessional rites under the
scheme would be determined on the basis of 1he
prevailingimportparity price (INMPF Horfeedstock.
singe, boththese announcementsare busedon the
Expenditure Reforms Commission (ERCH recom-
menditions. it may be worth exiimining these
Fordetermining convessional ritesundercach
ol the lve groups vie. pre-1992 is-based plints.
post=19492  gas-based  plants, naphthi-based
plants, plants based on fuel oll/ LSHS and plants
bised on mixed [eedstock. the ERC his tuken o
weighted average of retention prices R 1ol plinmis
under the existing dispensation. This method is
Mawved s it ignores the wide variations in reason-
ableproduction cost withineach groupciused pri-
marily by differences in the leedstock cost.
While.udoption ol thismethodwill notresultin
any savings In overall subsidy payments which

merely eets re-distributed from plunts having BP
higher thun weighted average to those huving RP
lower thin weightuge average. itwill confer unin-
tended gains on the lier and penalise the lormer.
The averaging concept could have some validity if
pliants had been similarly placed in respect of cost
of feedstock/energy which isnot the case.

Conseguently. the coumtry will lose aibout 31)-
01 per cent ol domestic production necessititing
extril imports to meet demand. Inotuen, this will
ledid 1o shirp inerense in the global price ol urei.
The government will end up subsidising global
supplierstod great extent.

Hiving determined the rates using the above
methodology vie. Rs 8,400 per tonne for plantsin
the naphithiwgroup, the ERC fuether recommentds
a reduction of Rs 1900 per tonne 1o accound for
thesubstitiion ol actual feedstockeost tothe tiits
b the INIPP price of feedstock, While. this avill
agerivinethelossolthe losersundertheaveraging
principle. it will also nullify. 10 @ considerable
extent, the potentiul giin ol the gainers.

Itisillogicil to make ndjustments on account of
INPP when fertiliser units are notactually getting

fecdstock at that price. The observation made by
the ERC thin units should make elforis to procure
feedstockat thispriceisnotvalid, asunderthe Exim
Policy, they ure not even permitted to freely import
naphtha. Reportedly: the government is contem-
plating ensuring supplies ol leedstock at IMPP plus
4 per cent sales tax, However. given the pice
which things move within the buresucracy. it
would be long belore units actaally start getting
leedstockan this price.
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Lt us take i look an the method used for work-
ingoul thegquaniumol reduction inconcession on
account of substituting IMPP with the sctunl cost
of feedstock. For this purpose. the dilferential in
cost—uoxpressed in Rs per million K.enl—is multi-
plied by total energy consumed per tonne of urei
Thus: tuking the formeras Rs 100 per million k.cal
and latteras 8.0 million K.cal.thereduction will be
Rs 800 pertonne ol urea.

The method is lawed as it assumes that the

entire energy requirement of the plant is sourced
fromthe relevant feedstock lor the group in which
it fallsi.e.. naphthaintheinstant cuseaguinst actu-
als belng significantly lower. Depending on the
plantconfiguration. 1/2 102/ 3rdof totial energyis
supplied [rom naphtha. the balimce comes [rom
useol fuel oil/coal orpowersourced fromstite elec-
tricity boards 1 SEBs 1. This resultsin reduction of &
mch farger quesntum than justilied.

I’ the above example and tiking only 54 per
centol energysupplied irom naphtha e, lourmil-
lionk.cal, the reduction oncaccount of the difTer-
entialol Rs 100 per million K.cal should onlv be Rs
00 per tonne ured. Against this. aecording to the
method sdopted by ERC. the reduction will be Rs
SO0 per tonue, In other words, there will be an
excessdisullowance of Bs4{0 pertonne.

The ERC husalsorecommendedthat whenever
thereisreduction in INPR the concession amount
will be correspondingly reduced. These adjust-
ments will be made on quarterly basis, But, when.
IMPP increases. the manufacturer will have to
recover the corresponding increase in production
cost [rom the farmer by way of increase in selling

price. These adjustments will be made on hall-
veaurly basis.

In the scenurio of decrease in INPP units will
sufler onaccount of the Nawed method. Iy case ol
Inerease. wo. they will suffer as it will not be possi-
ble for them to pass on the higher burden to [arm-
ers. This has to be viewed in the light of & paralle]
recommendition by the ERC lor an Increase of 7
per cent per annum i selling price. \When. even
this has not been implemented—(or fear of politi-
cil bucklish—it will be willy nilly impaossible to
hike the price on account of increase n leedstock
price, which could be much more.

It. therelore, follows that the ERC report is sud-
dled with contradictions. Its adoption could ruin
most of the elliciently run plants. reduce domestic
avillabilive of ures and make the country heavily
dependentonimports. Thegovernmentshould gel
the ERC report/recommenditions re-examined
with a view to removing the anomaliesand evoly-
ing anew policy which ensures comtinued health
and growthol theindustry.

( The writer ischitef economnist, Fertiliser
Assochitionof Indie. New Dellii)




